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Mr. Chairman, thank you for the opportunity to address the committee on the current state of federal support for economic development. In the rhetorical battle over place prosperity versus people prosperity, there is a growing consensus among economists that places do matter in wealth and income creation beyond the sum of the firms, workers, and owners of resources within them. Economist Roger Bolton has demonstrated convincingly that there is an economic value to the sense of place. This is particularly important in places that confront sudden or structural setbacks. Communities in distress have physical and social assets that can be harnessed to new productive economic activities with timely interventions and guidance. Thousands of communities across the US have experienced periods of economic distress and found themselves in need of such interventions over the past four decades. Thanks to federal economic development programs, they have been able to preserve and build on their assets to recreate healthy local economies and provide good work. 

The Economic Development Administration and other federal agencies have played a crucial role. They have helped to build planning capacity across neighboring communities too understaffed to do so themselves. They have emphasized coordinated regional development approaches that direct attention to the longer term. They have provided timely economic adjustment assistance, both financial and consultative, to communities undergoing development shocks, enabling them to form and implement a strategy for recovery, and to individuals experiencing sudden structural or policy-related unemployment. They have helped depressed rural communities in particular with infrastructure development. They have supported entrepreneurship and small business initiatives that create new and diversifying economic activity. They have provided workforce development programs that help match people who need work with employers who need workers. They have assisted existing businesses under competitive pressures to modernize and meet their competition.

Nevertheless, federal economic development programs are in need of an overhaul that could markedly improve their effectiveness and make large contributions to local and national economic wealth and income generation. I will confine my remarks to areas where my research and experience as an economic development advisor and my review of a rigorous and applied body of recent research suggest that significant gains can be made in the federal economic development effort. I present a series of problem statements and corresponding solutions that the committee might consider. 

Physical versus human capital in economic development 

In general, federal economic development programs place too much emphasis on physical infrastructure and not enough on human capital and "soft" infrastructure, meaning organizational know-how and networking. A burgeoning body of research, my own included, suggests that human capital – the skills of workers in many disparate fields, from computer technology to machinists to home care workers – are as crucial to productivity, American economic performance and community viability as physical capital and infrastructure. Furthermore, modestly-sized programs such as manufacturing extension and incubator services that help smaller businesses learn the technology, management and marketing skills they need to survive 
may be doing more to shore up employment and local economies overall than are incentives attached to physical capital. 

The solution to this imbalance is greater emphasis on human capital formation and on links between physical and human capital development in federal programs. Communities should be offered sufficient data on and be required to examine the occupational composition of existing and prospective enterprises and reflect on how well they match the workforce in place, lest jobs in new business mainly go to outsiders. Investments of time and energy that enhance human capital formation and managerial performance specific to particular communities' economic development agendas should be supported by economic development programs, even if they involve no collateral. Federal programs should include incentives that encourage institutions and organizations supplying human capital – technical schools, community colleges, apprenticeship programs, universities – as well as those networking among and representing occupational groups (professional associations, unions) to become involved in local economic development planning. Integration of industry with occupation, of physical with human capital, and of economic with workforce development faces challenges in that responsibility for physical capital and human capital are currently lodged in separate federal agencies or in separate agencies within departments, a point I return to below. 

Balancing export orientation with consumption base potential

Federal economic development programs heavily favor export-oriented economic activities at the expense of the local consumption base and its potential for greater capture of local and regional spending. Pre-occupation with export-oriented industries is understandable given the primacy it has been accorded in economic development theory. But in the past decade, economists and communities have begun to understand that increments in selective local-serving capacity can also provide sustainable job and wealth creation, especially for small rural communities and inner city neighborhoods. Investments in arts and cultural centers, recreational facilities, and quality health and elder care centers offer residents expanded options to spend health care dollars and discretionary income within their own communities. Such investments also help attract and secure export-oriented enterprises by providing amenities that draw skilled workers, managers and retirees. Federal programs should permit the use of economic development funding for selective investments of this type.

Reining in the competition for capital 

Federally-subsidized infrastructure investments help recipient communities but often underwrite a heightened competition for capital that simply moves jobs (and workers) from one community to another. There is backlash danger that losing parties will successfully approach the courts to eliminate or severely curtail development incentives altogether as violating the interstate commerce clause. Rather than being taxed away or deemed unconstitutional, state and local government tools for economic development, including incentives, should be preserved, because the responsibility for economic performance has wholly devolved onto state and local shoulders. But it is inefficient and unjust for taxpayer dollars to redistribute jobs and economic activity if net new wealth and income are not generated. Helping communities "avoid expensive and 
wasteful bidding wars to recruit new businesses" was the second of ten recommendations of the National Academy of Public Administration's in-depth review of federal economic development programs in 1996.                                                                                   

Solutions to this dilemma include a stepped-up federal government role in dampening biddings wars. One route would involve financial incentives to encourage local and state governments to join and abide by non-poaching agreements. Another would be regulatory reform that would improve the "market for jobs," including the following. As is currently required in eleven states, require all units of government receiving federal economic development funds to annually disclose details of specific deals with companies, including itemized incentives given, jobs created and whether the jobs are full-time, well-paid and with benefits. Require that states use a cost/benefit model to assess incentive packages and post these within 30 days of deal closings. Require that all incentive packages include performance requirements, including clawbacks that safeguard public investments. Encourage states to make tax code reforms that close corporate tax loopholes and repeal the single sales factor. Encourage states to register and regulate site consultants as lobbyists, forbid success fees, and limit consultants' work to just one side of the market. The federal government could withhold a share of states' Commerce and Labor appropriations for federal economic development programs as a carrot to encourage state reforms. Through innovations like these, billions a year in wasteful subsidies could be averted at very little cost to the federal government.

EDA could also fund three-quarters of the cost of each state adopting a minimally standardized unified development budget. Such budgets, which have been proposed and modeled for the states of North Carolina and Kentucky, combine both direct expenditures on economic development and the often much larger tax expenditures, i.e. the foregone revenues resulting from current and future tax breaks. Unified development budgets enable decision-makers and communities within states to see clearly the overall shape and distribution of resources for economic development and make it easier to debate future levels, program composition, and distribution.

Coordinating across federal agencies

The recent emphasis in EDA on coordinated regional development approaches is very welcome, but there remain high barriers between the various federal agencies' programs, resulting in considerable inefficiency. There is a pressing need to integrate economic with workforce development and environmental remediation and protection. That "the present multiplicity of programs imposes unnecessarily high transactions costs on states and localities and exacerbates inherent weaknesses in their approaches" was a point was made forcefully by the National Academy of Public Administration's review. The significance and 
"do-ability" of such coordination are underscored by the progress made at state and local levels in integrating these concerns, sometimes at an agency-wide level. In this regard, the federal government lags behind. 

Congress could review the entire panoply of economic development programs, starting with those at EDA and including the Department of Labor and Bureau of Labor Statistics' workforce development and occupational data analysis activities, National Institute of Standards and 
Technology's Manufacturing Extension Partnerships, the Small Business Administration's programs, Department of Defense's Small Business Innovation Research program and Office of Economic Adjustment, and Housing and Urban Development's Community Development Block Grants (CDBG), Enterprise Zones and Brownfield Development programs.  Furthermore, EDA is in a position to help communities struggling with Environmental Protection Agency mandates for environmental clean-up of water, air and land, an excellent use of its infrastructure funding program. 

This Committee and Congressional counterparts could considerably raise the stature of federal economic development work by adopting innovations that require agencies to work across departmental lines and create new incentives for communities to work together on a regional and cross-agency basis. The Department of Labor's WIRED (Workforce Innovation in Regional Economic Development) initiative is a good example of a new effort along these lines. You could, for instance, fund EDA to provide seed money for regional partnerships around certain issues (e.g. trade development, modernization/new technology, or Brownfields/economic development) that tap into multiple agency budgets. EDA could be charged with leading an interagency effort to standardize the application process for these projects. It could also mandate that states redraw EDA regions to be co-terminus with Workforce Investment Act regions. This would save money, result in more effective programs, and broaden the number of communities served.

As an example, many of the federally-funded state Manufacturing Extension Partnerships, while surviving efforts to eliminate the program altogether, have been consolidated across state lines or spun off as private non-profits due to state fiscal crises. In the process, staffing has been reduced and previous partnerships with other state and local economic and workforce development agencies have been undermined. Congress should reaffirm its commitment to the MEP for its highly effective programs but in ways that encourage or require close partnerships with economic and workforce development efforts.  
Blocking up federal economic development funding regionally

Federal economic development program delivery remains complex and unduly resource-consuming, even within a single agency like EDA. The Committee could explore blocking up federal community/economic development programs under the stewardship of EDA, an approach that has worked well in the CDBG arrangement since the 1970s. It could direct that block grants be used to generate regional collaborations that bring localities together, including across metro and rural lines, around unique and pressing developmental issues. Blocking would save significant amounts of administrative time and reduce costly duplication, and it would allow states and localities to select projects and priorities that are appropriate for their unique circumstances. There will be some resistance to this approach. Localities will tend to oppose blocking because they see EDA and states presently as two distinct sources for funding projects, and some would fear state pass-through as imposing one more layer of bureaucracy. There will also be issues around matching requirements – currently, for instance, some localities and regions use state-administered CDBG funds as a match for EDA-funded projects. But the gains to blocking will be quite substantial.   

Targeting and performance for federal programs

Often the consequences of economic development programs are disappointing and/or difficult to determine. At worst, they leave communities in debt for infrastructure that is not used and/or facing large operating deficits. Some investments induce firm location or retention that would have happened anyway, shifting the cost from firm owners to taxpayers. New branch plants or offices may hire only small shares of their workforce locally, bringing in newcomers who place pressure on public budgets and the general cost of living. Or they are located in the most prosperous sites within regions rather than in the areas that need them most. 

Solutions would direct EDA and other economic development agencies to emphasize longer-term job creation, require disciplined targeting of assistance, and strengthen the links between assistance and performance agreements and outcomes. The current stress on short-term job creation often funnels federal economic development dollars into singular projects whose job creation is in large part due to prior foundation investments. Multiple criteria for allocating funding should take into account quality and likely longevity of jobs; the share of jobs going to regional residents and those who particularly need work; skill formation for the region; entrepreneurial capacity-building; and environmental protection and remediation. Performance criteria can be attached to federal economic development spending, building on pioneering experiments at the state and local level.

Programs for short-term job creation could be streamlined to target the most distressed communities and workers, greatly increasing returns to public spending. William Schweke of the Corporation for Enterprise Development has proposed two innovative initiatives that do so. One is a job growth tax credit of up to one third of the first $15,000 of wages for new employees over baseline employment, to be offered in years of high unemployment. The other is a targeted job creation grant program offering private employers direct wage and benefit subsidies to hire resident unemployed job seekers in the most economically disadvantaged communities. Innovations like these target existing businesses and unemployed workers. Note that performance criteria are built into these proposals, because no public spending would occur without the targeted job creation.

Place-based eligibility versus place-tied problem criteria

In designing economic development programs, EDA and other agencies often use place-based criteria such as per capita income to identify qualifying counties or communities. But in some agricultural counties, a very small number of high-income farmers can render all communities in the county ineligible even though many residents are living at poverty or near-poverty level incomes. Similarly, many deserving inner city and suburban communities in large metropolitan areas have no shot at EDA funding because place-based criteria bundle them into larger, more affluent units. EDA is largely viewed as a "rural" ED agency, because older cities and deteriorating suburbs have difficulty accessing EDA's development and infrastructure programs. 

A solution to this problem would be to forego strict place-based eligibility criteria in favor of a fuller set of place-related problem characteristics that trigger eligibility in programs and can be 
flexibly applied to communities within larger county units or metro areas. These might include per capita income, poverty levels, unemployment rate (but also recent worsening in unemployment rate or poverty level), physical or environmental deterioration, and so on. Brownfields, for instance, pose a developmental problem that is very much tied to place. EDA might be charged with providing the expertise and support to bring these back into re-use, regardless of other community characteristics. Similarly, many communities with limited capital budgets will have a difficult time meeting EPA clean water requirements in the future, and this may be an effective investment for EDA public works funds, regardless of other place-based criteria.

Evaluation, dissemination and program re-design 

Evaluation of economic development programs is exceptionally thin, and thus many programs and activities persist without the benefit of knowledge of cause and effect and without cost/benefit analyses that compare alternative approaches. We have very little in the way of solid research results that tell us how well past investments have worked (and under what circumstances) or that evaluate the impacts of new ways to promote economic development. As a result, many federal, state, regional and local economic developers follow the latest fads in programming – clusters are an example – rather than making truly informed investment choices. I have left this point to the last, even though it merited first place on the National Academy's 1996 list of ten recommendations. The Academy argued for earmarking a significant portion of the federal economic development budget for information and research that illuminate successful practices.
A strong solution to this problem would be to designate the Economic Development Administration as the primary national agency investing in research and evaluation aimed at helping economic development practitioners and leaders at all levels understand what really works. EDA could build a vigorous economic development data-gathering, research and evaluation arm to marshal critical data, similar to the Bureau of Labor Statistics in the Department of Labor.  
EDA's research and evaluation work could draw on the growing expertise of universities and non-profit think tanks by commissioning competitive and peer-reviewed independent analyses of what works and what does not, using rigorous methodologies that compare across cases and places. For instance, work by Timothy Bartik, Peter Fisher and Andrew Isserman, among others, has shown that for every ten jobs created in a local labor market, eight go to outsiders rather than local residents; that modest variations in wages or skills can offset the largest available incentive package; that of jobs added by business openings and expansions, about 85% are due to existing firms expanding; that business tax incentives have caused a marked erosion in the corporate share of state tax revenues over the past decade; and that the Appalachian Regional Commissions' programs over the past several decades significantly increased community output and employment compared with comparable counties that were outside of the region. These and other evaluations of particular programs offer policymakers solid evidence on the impact of programs and reveal specific design features that enhance or impede that impact. EDA could 
disseminate the results of its funded research widely and partner with program managers at federal and state/local levels to improve program design and performance. 

In concluding, Mr. Chairman, I urge your Committee to undertake a revitalization of federal economic development programs. In the 1990s, the federal will to evaluate, rethink and redesign welfare programs resulted in a markedly better welfare system nation-wide. The same challenge presents itself today on the economic development front. With an increasingly integrated world economy, communities face even greater risks today than they did in the 1960s, when contemporary federal economic development programs were first formulated. The nation should make sustained commitments to economic development programs, provide leadership in this shared responsibility with state and local governments, energetically evaluate economic development outcomes, and craft its assistance in the most efficient, equitable and democratic manner possible. Thank you for the opportunity to testify today.
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